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SUBJECT: REALPROPERTYTAX VISORY M.REPORT RtCEIVbD

NO TOP. 11, SECTION 5.2 VERJFICATIO OF TRAI9JAIE$JJj ~L~ P 2: 30
WHICH RECOMMENDS THE STA TE’S DISCLOSURE OF
TAXPA YERS CONFIDENTIAL TAT TAX RETURNt CQWY?PJI L

HONOLULU. HAWAII

THS ISAGAINST THE LAW

1 P. 11, Sect. 5.2 relies on HPS Sect. 237D-13a10 as authorityfor the
State to disclose confidential tax returns. In fact, 237D was written to
protect the confidentiality of the taxpayers returns. It would be a
misdemeanor to disclose them.

2 HPS 237D sets out who the information can be disclosed to and it is not
County Officials. Only the IRS tax officials of the US and the State not
the County. Even then a “material” interest must be shown.

- County is not an entity that qualifies.
- There is no “material” interest pursuant to the Dept of Taxation

testimony ofApril 3,2007 attached

3 Dept. of Taxation concluded the County was trying to use private tax
return information to make it easier to enforce its zoning laws. The
request was denied and eliminated..

Attached: Dept of Taxation Testimony ofApril 3,2007
HPS Sect 237-13a 1 0
Real Prop. Tax Advisory Report, P. 11, Sect 5.2
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RELATING TO TRANSIENT ACCOMMODATIONS TAX
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This bill requires the Department of Taxation Department to coordinate with the Hawaii
Tourism Authority IITA and the various counties to:

• Investigate mb current nonresidential transient uses of residential propert>c
• Report on various developn~eiflS of transient accommodations tax collections; and
• Analyze the crntent transient accommodations tax return forms.

The Senate Committee on Tourism & Government Operations made various amendments to
the bilL

The Senate Comm~tCe on Economic Development & 1’axation made various substantive
amendmentS to the bill.

The Senate Committee on Ways & Means made technicaL nonsubstantive amendments to the
measure

1 he Senate passed the measure cm third reading.

mcJoin,iiouseCommtet~~1 Tourism& Culture and Ecorto1nicDeVClOPme11t&Bmt5~
Concerns amended the bill by eliminating prov~sions requiring the Department to shart confidential
tax information and requiring ITTA and the counties to provide infbmution to the Department;
requiring the DepartIflC1~tt0 report on tax statistics and investigation performance: and requiringihe

to develop identification and petmittirtg of vacation rentals

The Department of Taxation supports the amendments that ehininate the Depaflrnents
r~quirement to disclose confidential taxpayer anformattort However, the Department opposes this
measure as

The Department Supports egn~lation that is aimed at assuring optinhtitu revenue collections,
especially from delinquent orunpaid sources. Though the issue olillegal tnnsicnt accommodation
tinhls has primarily been an issue Jbr the countieS, the Department recognizes the shared interest with
the countieS tO a~sUrt thtl transIent accommodation providersare in full compliance with the various
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laws, including ta’c laws. However, the Department bclicves this bill is the wrong vehicle.

The Department has the following comments and concerns—

AMENDING THE BILL TO MAINTAIN TAXPAYER CONFIDENTIALITY WAS
cRrrlcAL_The Department supports the recent amendments that eliminated the
requirement that the Department share confidential taxpayer information with the counties.
The Department holds taxpayer information in confidence as is required by law and to the betterment
of the sd f.rq,orliflg tax svsteni.

Presently. HRS § 237D- 13 provides the Department with limited ability to discuss taxpayer
information with thin! parties, including other government entities, TlieSetiateCoiflmitIcCOfl Ways
& Means pointed out this provision and asserted that it allows counties to access tax information.
However, the Committee did not take into account that in order to obtain specific taxpayer
infonnation., there must be a finding of a “material interest.” Since Department personnel are
subject to criminal liability for improper disclosure. the detenninatiOn ofwhether a material interest
exists should not be made haphazardly. Moreover, tax information can only be released for “tn
purposes only.” Again, with criminal liability at stake, the determinaliOn ofa tax puipose cannot be
made haphazardly. With regard to illegal vacation units, the purposes icr which counties are
seeking lax information is to enforce zoning laws—not tax laws. Thus, the counties have no
legitimate tar purpose for taxpayer informaticu.

The Department will be unable to share infonnation oftaxpayers that rent property and who
do not currently pay transient accommodations tax. During the last audit project, information of
non_reporlers was obtained from federal tax information. This information cannot be shared
with the counties under any cit-cu instances. Any information on non-reporters cannot be shared
because the information can only be obtained from federal information; not any state returns.

The Department’s ability to release taxpayer information, such as specific addre.sses or
locations, is very limited because releasing the address, as was rcqufrcd in prior thafks of this bill.
obviously identifies the taxpayer.

The Departrncifl appreciates the amendment that allows the Department to accept tips from
third parties; however, the Department notes that the ability to receive information from third parties
exists under current law. Essentially. infbrmation regarding this legislation will only flow one
direction, from the counties to the Department.

INCREASED SCRUTINY MAY DRIVE TAXPAYERS UNDERGROUND—The
Department points out that after its last audit project with EllA, the Department concluded that, in
general, those that rent transient accommodations arc tax compliant. The Department fears that any
increased scruitny could potentially backfire and dnve otherwise tax compliance individuals
“underground.” Taxpayers that are forced “underground’ can have a direct impact on collections.

~ TAX<I~tI4J? I t’% .Jg’



• Department of Tasation Testimony
• SB 750SD3HD I

April 3.2007
Page 3 of 4

TIlE NECESSITY OFTHIS BILL IS QUEST1ONA6LE~ThC Department believes that
this legislation is uflnt’Ces.S~U’Y. One issue that arose in prior committees was the status of the
Department’s efforts with the HTA regarding the audits of transient accommodations providers.
jncluding bed and breakfasts.

The I-ITI\ employed a consultant to search the Internet for advertisements for bed and
breakfast opaators and vacation rentals in Hawaii. FITA pnwided the results of this search to the
Department. lJTA’s consultant located I ~452 advertisemetlts for bed and breakfast operators and
6.902 advertiSements for vacation rentals. Many advertisements were redundant because many
operators and rcntefl advertise on more than one website

Afler correlating FITAs inrormation with the Dcpartmcflt’5 files and other information that
was available, the Department initiated 123 audits on bed and breakfast operators that the
Department believed were not properly reporting Hawaii taxes. The Deparunent also initiated 182
audits on vacation renters.

Of the 305 combined cases, the Department hasciosed 6$ audits and assessed 51.473.219 in
delinquent taxes.

THIS lULL CORRECTLY PLACES THE ONUS OF lIENTIFYING RENTALSON
1’HE COUNTIESTbe issue of “illegaP~ transient accommodalions is primarily a county issue,

• The recent complaints received by neighborhoodS where transient accommodations are of
great concern relates to zoning violations—nOt tax violations. As stated above, the Department
concluded that. for the niost part, transient aecortimodatio~~~c providers arc tax compliant. Whether
the structure is zoning compliant is another matter. Zoning laws arc strictly a matter for the county.
The Department supports thai this legislation shifts the onus of idcntifing and investigaliig the
location ofthc suspect rentals on the countieS. The counties should not be using ibe tax system to
police its zoning laws- Nonetheless, the Department is more than willing to assist in order to assure
maximum revenue. Though. as stated above, the Committee must be cognizant that increased
senitifly Oti these rentals may drive otherwise tax compliant taxpayers underground.

SPECIFIC MULTi-AGENCY TASKFORCE, RESOURCES_~Fufl1~~T301t, if the
Committee ~5 considering the Department to dedicate resources to targeting the residential ~acaflon
rental and transient accommodatiOns tax enftrccmet~t. the Department would need additional
resources that can be used to focus on this one area of Lax collections with the assistance of other
entitiCS. The Committee provided the Department with an appropriation. The Department had
previouslY requested an appropflatiorl in the amount of approximatelY 5980.000 in order to staff an
investigative office, auditors, and other facilities needs in order to comply wth this legislation. In
additton. the bill now requires the Department to prepare additional reports to the Legislature and
requests an appropriatiOn to handle this request.

jjowcvcf. as discussed, the Department questionS whether this legislation is necessary. The
• tepartmeflt tiocs not beliesL’ there is substantial non_compliance with sax obligations

liased upon the foregoing, the Department opposes this bill and requests that it be held as
l,LirdensOrnC and tititlCtCsSary.
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Thank ~uu for the opportunity to iesify.

DirtcIot ofTxcatiofl
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